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I, Donald L. Ibach

OATH OR AFFIRMATION

, Swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Boenning & Scattergood Inc.

, as of

e December 31 , 2006, are true and correct. I further swear (or affirm) that neither the company
nor any pariner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, excepl as follows:
®
W) L e
J - v
® Sipnatere

~\

il Derire

Principal Financial Officer

Title

{J Notary Public |

COMMONWEALTH GF FENNSYLVANIA

X (@
X (b)
X (c)
X (d)
(e)
X
()
X )
X ()
X G
[ (k)
N
N/A* [J(m)

N/A (CJ(n)
X(o)

N/A

MARY ALICE 8F-1""'3, Notary Dublic
Abingtor Twn., 8.
My Commission Expa

NOTARIAL SEAL

Joinecy County |
Sepiember 12, 2007 ]

This report** contains (check all applicable boxes):

Facing page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Cash Flows.

Statement of Changes in Stockholders™ Equity or Partners’ or Sole Proprietor’s Capital.

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation,

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
Independent Auditor’s Report on Internal Accounting Control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).

* Minimum Assessment in effect.
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INDEPENDENT AUDITOR'S REPORT

To the Shareholders and
L Board of Directors
Boenning & Scattergood Inc.

We have audited the accompanying statement of financial condition of Boenning & Scattergood
Inc. (the “Company™) as of December 31, 2006 and the related statements of income, changes in
® stockholders' equity, changes in liabilities subordinated to claims of general creditors, and cash flows for
the year then ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

® We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Boenning & Scattergood Inc. as of December 31, 2006, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles generally

® accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and II is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information

® required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Abington, Pennsylvania
February 15, 2007 Certlﬁed Publlc Ac int




BOENNING & SCATTERGOOD INC.

Statement of Financial Condition
December 31, 2006

ASSETS

Cash and cash equivalents
Deposit with clearing broker (Note 6)
Receivables:

Clearing broker (Note 6)

Other
Securities owned, at value (Note 3)
Investment in investment advisor, at cost (Note 9)
Cash surrender value of life insurance
Furniture,equipment, and leasehold improvements, net (Note 4)
Goodwill (Note 14)
Deferred tax asset (Note 12)
Prepaid compensation
Prepaid taxes
Deposits and other prepaid expenses

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Securities sold, not vet purchased (Note 3)
Payable 1o clearing firm (Note 6)
Accounts payable and accrued expenses
Income taxes payable

Total liabilities
Commitments and contingent liabilities
Stockholders' Equity:
Common stock, $.0625 par value, authorized - 50,000 shares;
issued - 4,063
Additional paid-in capital
Retained earnings
Treasury stock, at cost - 168 shares

Total stockholders' equity

Total liabilities and stockholders’ equity

The accompanying notes are an integral part of these financial statements.
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361,619
666,010
500,000
1,003,355
493,178
264,608
317,897

21,920,150

821,112
4,364,099
6,510,008

11,695,219

254
2,026,267
8,612,574

( 413.964)

10,224,951

21,920,150




BOENNING & SCATTERGOOD INC.
Statement of Income
For the Year Ended December 31. 2006

REVENUE
Commissions - exchange transactions $ 1.688.835
Commissions - options 573,454
Commissions - over-the-counter and other 14,189,868
Underwriting and investment banking 6,116,787
Net inventory and investment gain 3,382.211
Dividends and interest 1,087,942
Other 2.633.610
Total revenue 29,672,707
EXPENSES
Sales compensation and benefits 12,477,222
Other compensation and benefits 7,751,626
Communications and market data 1,712,070
Clearance and execution charges 2,176,189
Occupancy and equipment rental 1.524,792
Professional fees 481,284
General and administrative expense 1,679,902
Interest 393,021
Regulatory fees and expenses 164,464
Taxes, other than income 63,297
Total expenses 28.425.867
Income before income taxes 1,246,840
Provision for income taxes (Note 12) 432,073
Net income $ 814,767

The accompanying notes are an integral part of these financial statements.
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BOENNING & SCATTERGOOD INC.
Statement of Changes in Subordinated Borrowings
December 31, 2006

Subordinated borrowings at January 1, 2006 $
Increases:

Decreases:

Subordinated borrowings at December 31, 2006 $

The accompanying notes are an integral part of these financial statements.
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BOENNING & SCATTERGOOD INC,

Statement of Cash Flows
December 31. 2006

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Changes in assets and lLiabilities:
(Increase) decrease in assets:
Deposit with clearing broker
Receivables:
Clearing broker
Other
Securities owned
Cash surrender value of life insurance
Deferred tax asset
Prepaid compensation
Prepaid taxes
Deposits and other prepaid expenses
Increase (decrease) in liabilities:
Securities sold, not yet purchased
Payable to clearing broker
Accounts payable and accrued expenses
Income taxes payable

Net cash provided by operating activities

Cash flows from financing activities:
Purchase of common stock for treasury

Net cash expended in financing activities

Cash flows from investing activities:
Purchase of furniture and equipment

Net cash expended in investing activities

Net increase in cash
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures of cash flow information
Cash paid during the year for:
Interest
Income taxes

The accompanying notes are an integral part of these financial statements.
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814,767

285.430

{ 100.389)

521,715
( 342,852)
(6,323,549)
889,549
81,177
122,179
( 264,608)
( 62.015)

677,401
4,364,099
1,393,752

( 241.996)

1,814,660

( 280,005)

{ 280,005)

( 459,741)

( 459.741)

1,074,914
1,168,996

2.243 910

o0 &9

393.021
650,000
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BOENNING & SCATTERGOOD INC.
Notes to Financial Statements
December 31. 2006

ORGANIZATION

Boenning & Scattergood Inc. ("The Company") is a registered broker dealer with the Securities and
Exchange Commission ("SEC") and the National Assoctation of Securities Dealers ("NASD"). The
Company is registered with the Pennsylvania Securities Commission as a broker dealer which
permits the Company to offer investment advice as a broker dealer and is incorporated under the laws
of the Commonwealth of Pennsylvania. The Company, like other broker dealers and investment
advisors, is directly affected by general economics and market conditions, including fluctuations in
volume and price ievel of securities, changes in interest rates and securities brokerage services, all of
which have an impact on the Company’s liquidity.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions - Securities transactions (and related commission revenue and expense, if
applicable) are recorded on a trade date basis.

Fair Value of Securities - Securities owned and sold, but not yet purchased, are valued at market
value and the resulting difference between cost and market 1s included in income.

The market value of secunties owned, consisting of equities, corporate obligations, United States
government obligations, and state and municipal obligations, is determined by the Company utilizing
quoted market prices, dealer quotes and prices obtained from independent third parties. Other
securities with no ready market are valued at fair value as determined by management.

Substantially all of the Company’s financial assets and liabilities are carried at market value or at
amounts which, because of short-term nature of the financial instruments, approximate current fair
value.

Investment banking fees - Fees for investment banking services are recorded when the transaction has
been completed. Expenses are recorded as incurred. Fees for investment banking services also
include fees earned from providing merger and acquisition and financial restructuring advisory
services. These fees are recorded when earned.

Concentration of Credir Risks - The Company maintains its cash in bank deposit accounts that, at
times, may exceed federally insured limits. The Company has not experienced any losses in such
accounts. Management believes the Company is not exposed to any significant credit risk related to
cash.

Depreciation and Amortization — Furniture and equipment are stated at cost and depreciated over
estimated useful lives, ranging from two to seven vears using accelerated methods. Leasehold
improvements are stated at cost and amortized over the term of the respective lease.
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BOENNING & SCATTERGOOD INC.
Notes to Financial Statements (Continued)
December 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Use of Estimates - The preparation of financial statements in conformity with generally accepted
accounting principals requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results may differ from those estimates and assumptions.

Cash and Cash Equivalents - The Company includes as cash and cash equivalents amounts invested
in money market mutual funds.

Income taxes - The Company provides for amounts of current and deferred taxes payable or
refundable as of the date of the financial statements, utilizing currently enacted tax laws and rates.
Deferred tax expenses or benefits are recognized in the financial statements for the changes in
deferred tax assets or liabilities between years.

SECURITIES OWNED AND SECURITES SOLD BUT NOT YET PURCHASED

Securities owned and securities sold but not yet purchased consist of the following:

Securities
Securities Sold Not Yet
Owned Purchased
State and municipal obligations $ 8,048,067 $ 547,585
Corporate stocks 2,641,006 250.230
Corporate obligations 2,557,858 23,297

§  13.246,931 $ 821,112

FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS
Furniture, equipment and leasehold improvements are summarized as follows:

Fumniture, equipment and

leasehold improvements § 1983762
Less accumulated depreciation
and amortization (1,317.752)
$ 666.010

Depreciation and amortization expense totalled $2835,430 for the vear ended December 31, 2006.




BOENNING & SCATTERGOOD INC,
Notes to Financial Statements {(Continued)
December 31, 2006

OPERATING LEASES
The Company leases office space and equipment for its main offices and sales offices under various
operating lease agreements expiring in vears 2006 through 2012. The Company also has licenses for

market data information that expire in vears 2006 through 2010.

Equipment lease expense, including market data licenses, and the annual aggregate office rental for
the year ended December 31, 2006 was $3566,608 and $801,318, respectively.

The following is a schedule by years of future minimum lease payments under operating leases:

Equipment
Year Offices and Market Data
2007 $ 1,014,984 $ 472,503
2008 803,698 218,478
2009 79,670 53,303
2010 82,258 33,243
2011 83,292 -
Thereafter 78,246 -

DEPOSIT WITH AND RECEIVABLE FROM CLEARING BROKER

The Company maintains a clearing agreement with National Financial Services, LLC (“NFS?).
Under the agreement the Company maintains a clearing deposit of $100,000. The Company carries
its equity, corporate debt, U.S. government and municipal inventory with NFS. NFS will finance the
Company’s inventory under normal margin terms. The Company pays interest on any amount
payable to NFS at brokers’ call rate, which was 7% at December 31, 2006. The Company also
receives interest at brokers’ call rate for any funds on deposit for the inventory balances.

The Company converted to NFS in November, 2006; prior to that it maintained a clearing agreement
with First Clearing Corporation.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS

The Company will operate in accordance with the exemptive provisions of section (k)(2)(ii) of SEC
Rule 15¢3-3. All customer transactions are cleared through NFS at December 31, 2006.
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BOENNING & SCATTERGOQOD INC.
Notes to Financial Statements (Continued)
December 31, 2006

FINANCIAL INSTRUMENTS WITH OFF BALANCE SHEET RISK

In the normal course of business, the Company is a party to financial instruments with off balance
sheet risk. These financial instruments include outstanding delayed delivery, underwriting, futures
commitments and options contracts that involve elements of risks in excess of the amounts
recognized in the statement of financial condition. These contracts are entered into as part of the
Company’s market risk management, trading and financing activities. These contracts are valued at
market, and unrealized gains and losses are reflected in the financial statements. As of December 31,
2006, the Company held no derivative financial instruments used for hedging purposes.

INVESTMENT IN INVESTMENT ADVISOR

The Company has invested $804,996 in Tower Bridge Advisors, Inc. ("TBA"), a registered
investment advisor that provides investment advisory services to individuals and institutions. The
Company owns a minority interest and it cannot exert any financial control over TBA. The Company
carries the investment at the lower of cost or market. The Company tests impairment of the
investment at least annually. Based upon the shareholder buy/sell formula and that TBA continues to
grow at a rate commensurate with its business plan, the Company believes there i1s no impairment to
this valuation at December 31, 2006,

COMMITMENTS AND CONTINGENT LIABILITIES

In the normal course of business the Company enters into underwriting commitments. There were no
transactions open at December 31, 2006 relating to such underwriting commitments.

NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of the SEC, the Company is required to maintain net capital as
defined under such provisions. Net capital and the related net capital ratio may fluctuate on a daily
basis. At December 31, 2006 the Company had net capital and capital requirements of $4,326,712
and $509,000 (minimum), respectively. The Company's net capital ratio was 1.5 to 1.




BOENNING & SCATTERGOOD INC.

Notes to Financial Statements (Continued)

December 31. 2006

12.  INCOME TAXES

The Company recognizes deferred income tax assets relating to the future tax benefits of the
Company’s nonqualified deferred compensation plan.
valuation allowance on these deferred tax items.

Deferred
Tax Asset

Federal $ 756,430
State 246,925

b 1,003,355

The Company does nol recognize any

The current and deferred portions of the income tax expense (benefit) included in the statement of

income are as follows:

Current Deferred Total
Federal S 290,771 $ 61,199 $ 351,970
State 60,126 19.977 80,103
$ 350,897 $ B1,176 $ 432,073

13. 401(K) SAVINGS AND PROFIT SHARING PLAN

Employees of the Company may participate in a 401(K) savings plan, whereby the employees may
clect to make contributions pursuant to a salary reduction agreement upon meeting age and length-of-
service requirements. The Company made no contribution to the profit sharing component of the

plan for the year ended December 31, 2006.

14. GOODWILL

There was no change in the carrving amount of goodwill for the year ended December 31, 2006. The

balance remains at $500,000.

The FIM Department is tested at least annually for impairment. Based on the performance of the
FIM Department as of December 31, 2006 and expected profits and cash flows for the next three
years, there is no impairment to be recognized for the year ended December 31, 2006. The fair value
of the FJM Department was estimated using the expected present value of future cash flows.



BOENNING & SCATTERGOOD INC,
Notes to Financial Statements (Continued)
December 31. 2006

d 15. SUBSEQUENT EVENT
The shareholders of the Company have approved a reorganization plan whereby the shareholders
exchanged their shares of common stock of the Company for an equal number of shares of common

° stock of Boenning & Scattergood Holdings, Inc. (*Holdings™). The Company became a wholly
owned subsidiary of Holdings. Holdings also owns 63% of a newly formed registered investment
advisor, Aqua Terra Asset Management LLC. The reorganization is expected to be tax free under the
Internal Revenue Code and has been approved by the NASD. The effective date of the reorganization
and share exchange was January 1, 2007.

o As part of the reorganization the Company intends to sell and distribute certain assets to Holdings and
Holdings would assume certain liabilities. It is expected that such transactions would increase the
Company’s net capital pursuant to the provisions of the SEC.
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BOENNING & SCATTERGOOD INC.
Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission
December 31, 2006

COMPUTATION OF NET CAPITAL

Total stockholders' equity
Deduct stockholders' equity not allowable for Net Capital:

Total stockholders’ equity qualified for Net Capital

Deductions and/or charges:
Non-allowable assets:
Other receivables
Investment in investment advisor
Furniture.equipment, and leasehold improvements, net
Goodwill
Deferred tax asset
Prepaid compensation
Prepaid taxes
Deposits and other prepaid expenses

Total non-allowable assets

Other deductions:
Unsecured customer accounts

Net Capital before haircuts on securities positions
Trading and investment securities:
Exempted securities
Debt securities
Other securities
Other {money market)

Net Capital
COMPUTATION OF AGGREGATE INDEBTEDNESS
Total aggregate indebtedness liabilities from Statement of Financial Condition
Accounts payable and accrued expenses

Income taxes payable

Total aggregate indebtedness

Percentage of aggregate indebtedness to Net Capital

Percentage of debt to debt-equity total computed in accordance with Rule 15¢3-1(d)

$

Schedule I

10,224,931

10,224 931

348352
804,996
666,010
500,000

1,003,355
493,178
264,608
317,897

4,398,396

21,749

5,804,786

424,479
549,015
472,834

31,746

4,326,712

6,510,008

6,510,008

150%

0%




Schedule | (Continued)

BOENNING & SCATTERGOQOD INC,
Computation of Net Capital Under Rule !35¢3-1
of the Securities and Exchange Commission
December 31. 2006

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum Net Capital (6 2/3% of $6,510,008) $ 434,001
Minimum dollar Net Capital requirement of reporting broker or dealer $ 509,000
Net Capital requirement $ 509,000
Excess Net Capital g 3,817,712
Excess Net Capital at 1000% $ 3,675,711

RECONCILIATION BETWEEN COMPUTATION OF ANNUAL AUDIT REPORT
AND COMPUTATION IN COMPANY'S UNAUDITED FOCUS REPORT

Computation of Net Capital Under Rule 15¢3-1

No material difference exists between the broker's most recent, unaudited, Part [LA
filing and the Annual Audit Report.

16




Schedule 11
BOENNING & SCATTERGOOD INC.
Computation For Determination of the
Reserve Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission

[ December 3 1. 2006

The Company is exempt from the provisions of Rule 135¢3-3 in accordance with
Section (k)(2)(ii).

RECONCILIATION BETWEEN COMPUTATION OF ANNUAL AUDIT REPORT
AND COMPUTATION [N COMPANY'S UNAUDITED FOCUS REPORT

Computation for Determination of Reserve Reguirements Under
PY Exhibit A of Rule 15¢3-3

No material difference exists between the broker's most recent, unaudited, Part [1A
filing and the Annual Audit Report.
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To the Board of Directors
® Boenning & Scattergood, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Boenning
& Scattergood, Inc. (the Company) for the year ended December 31, 2006, we considered its internal
control, including control activities for safeguarding securities, in order to determine our auditing

® procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securitics Exchange Commission (SEC) we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review
the practices and procedures followed by the Company in any of the following:

1) Making quarterly securities examinations, counts, verifications, and comparisons and recordation
of differences required by Rule 17a-13.

2) Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve Systent.

The management of the Company is responsible for establishing and maintaining an internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
controls, and of the practices and procedures referred to in the preceding paragraph, and to assess whether

® those practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of
the objectives of internal control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation of financial

¢ statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that misstatements caused by error or
fraud in amounts that would be material in relation to the financial statements being audited may occur and
not be detected within a timely period by employees in the normal course of performing their assigned
functions. However, we noted no matters involving internal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2006, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the NASD, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 in their regulation of registered brokers and dealers, and is not intended to be and should not be used

by anyone other than these specified parties.

/

Abington, Pennsylvania M 4
February 15, 2007 Certified Public Ac
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